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SOME  PEINCIPLES  IN  THE  VALUATION  OF 
LAND  AND  BUILDINGS, 

BY  G.  TAYLOR  LOBAN  (FELLOW). 


Read  at  the  Ordinary  General  Meeting  of  THE  SURVEYORS' 
INSTITUTION,  held  on  Monday,  29th  April,  1912. 


W.  EDGAR  HORNE,  M.P.  (President)  in  the  Chair. 


Before  commencing  my  Paper,  I  should  like  to  make 
a  personal  explanation.  As  many  present  are  aware,  it 
is  my  privilege  to  be  associated  with  a  body  to  which 
The  Surveyors'  Institution  to  some  extent  may  be 
regarded  as  a  foster-father,  the  Valuation  Office.  My 
connection  with  that  office  to  some  extent,  as  you  will 
readily  understand,  precludes  my  dealing  with  questions 
connected  with  the  recent  Finance  Act.  In  one  sense  I 
am  sorry,  because  some  of  the  most  interesting  problems 
of  valuation  originate  from  the  Finance  Act,  but  it  does 
not  really  matter  for  the  purpose  of  this  Paper,  because 
the  principles  which  underlie  valuation  are  quite 
independent  of  that  Act. 

In  their  last  report  to  the  Council,  the  examiners  in 
valuation  commented  upon  the  character  of  the  answers 
submitted  by  candidates  in  that  subject  at  the  annual 
examination. 

They  drew  attention  to  the  fact  that,  as  a  rule, 
2  A 

265220 


418  -    -The  Surveyors'  Institution. 

candidates,  had.  been  well  grounded  in  the  use  of 
vvaluatK«n.:  tables',  but  that  many  showed  a  Jack  of 
experience  in  making  use  of  their  knowledge.  The 
circumstance  thus  disclosed  in  the  examiners'  report 
furnishes  me  with  a  text  for  the  substance  of  this  Paper. 
Candidates  for  the  examinations  usually  take  them 
early  in  life,  and  before  they  have  had  opportunity  to 
acquire  much  experience  by  practice.  If  the  examiners' 
object  was  (as  I  think  it  must  have  been)  to  emphasise  a 
certain  want  of  understanding  of  the  principles,  accom- 
panied at  the  same  time  by  a  comparative  facility  in  the 
use  of  the  machinery,  then  the  comment  is  a  grave  one 
and  points  to  errors  in  the  methods  of  training.  A  close 
examination  of  the  matter  is  unnecessary  here.  There 
are,  however,  circumstances  which  lead  me  to  suggest 
that  part  of  the  trouble  originates  in  a  very  prevalent 
misconception  (not  confined  to  young  valuers)  as  to  the 
part  played  in  valuation  by  purely  arithmetical  pro- 
cesses. Until  the  learner  has  had  opportunities  by 
practice  of  correcting  the  impression,  it  happens  quite 
frequently  that  to  him  these  arithmetical  processes  (that 
is,  the  correct  use  of  the  tables)  are  valuation.  He  learns 
that  to  take  a  freehold  or  leasehold  rent,  and  to  multiply 
it  by  a  figure  based  on  the  6,  or  the  7,  or  the  8  per  cent, 
table,  does  in  fact  determine  the  value  of  the  property 
out  of  which  the  rent  arises.  This  is  a  fundamental 
fallacy,  and  so  long  as  it  has  possession  of  the  valuer's 
mind,  so  long  will  he  have  difficulty  in  realising  the  true 
relation  of  the  acts  that  go  to  make  the  entire  valuation. 
Valuation  is  an  art.  Behind  it  there  may  be — I 
hope  to  exhibit  to-night  some  of  the  respects  in  which 
there  is — a  science  more  or  less  exact.  But  in  actual 
fact  valuation,  as  practised  to-day  by  the  very  great 
majority  of  the  members  of  the  profession,  is  an  art 
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pure  and  simple.  Its  exponents  have  learned  what  to 
do  and  how  to  do  it  by  practice,  by  constant  touching  of 
the  things  with  which  they  deal.  The  promptings  of 
years  of  experience  join  with  the  familiarity  born  of 
years  of  experiment,  and  they  together  produce  a  certi- 
tude of  handling  of  material  in  any  given  case  that  is 
quite  independent  of  the  consciousness  of  scientific 
principle  behind. 

One  might  ask  who  are  they  and  what  is  it  that 
determine  value.  On  what  principle  is  it  that  such  and 
such  a  property  is  bought  at  4  per  cent,  one  year  and 
at  5  per  cent,  another;  or  why  one  class  of  property 
commands  twenty  years'  purchase  of  its  rental,  while 
another  commands  only  ten.  It  is  hard  to  answer.  But 
there  are  a  large  number  of  men,  chiefly  members  of 
this  profession,  but  including  also  many  that  operate 
on  their  own  account,  who  are  always  in  touch  with  the 
property  market — buying,  selling,  weighing,  suspecting,, 
avoiding,  and  incidentally  cultivating  an  instinct  to 
distinguish  exactly  how  much  the  times  permit  them  to 
expect  from  this  or  to  afford  to  pay  for  that.  These 
men,  whether  acting  for  themselves  or  for  others,  are  the 
property  dealers,  and  I  imagine  that  in  the  long  run  it 
is  what  they  do  and  what  they  abstain  from  that  creates 
a  market. 

They  do  not  operate  alone.  In  competition  with 
them  are  always  the  occasional  buyers  and  sellers  whose 
activities  however  are  directed  rather  to  secure  their 
immediate  convenience,  by  investment  or  realisation, 
than  to  advance  their  profits  by  continuous  and  con- 
sidered dealing.  As  however  their  influence  affects  the 
market,  if  only  to  perturb  it,  this  factor  must  not  b& 
forgotten.  There  is  also  the  occasional  fool. 

Now  the  property  dealer  does    not  work  out  with 
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tables  the  prices  he  will  give  for  securities.  He  has 
bought  them  a  hundred  times  before,  and  knows  to  a 
pound  what  any  particular  one  may  be  expected  to 
yield  by  way  of  return  on  capital  outlay.  He  knows, 
too,  the  exact  moment  at  which  it  is  worth  his  while  to 
buy  or  sell — whether  in  relation  to  other  openings  in 
the  same  market  or  to  the  markets  in  other  forms  of 
security.  The  prices  that  he  establishes  become  sub- 
stantially the  market  prices  of  the  day,  and  he 
establishes  them  out  of  his  knowledge  and  experience 
and  not  by  computation  from  the  tables.  So  far  then  as 
value  is  established  by  the  custom  of  dealing,  the  tables 
have  nothing  to  do  with  it.  It  is  when  a  number  of 
disconnected  results  are  to  be  compared,  and  when  the 
conclusions  to  be  drawn  from  them  are  to  be  ascertained 
that  the  necessity  of  some  standard  of  comparison  arises. 
It  rarely  happens  that  any  two  transactions  are  alike 
in  every  particular.  Some  means  are  needed  by  which 
they  may  be  cast  into  similar  form,  so  that  common 
features  may  be  distinguished  and  observed.  Such 
means  and  such  a  standard  of  comparison  the  machinery 
of  the  tables  is  found  to  furnish.  Any  result  may  be 
reduced  by  aid  of  them  to  a  common  denominator,  of 
3  per  cent.,  5  per  cent.,  or  8  per  cent.,  as  the  case  may 
be.  And  when  as  a  matter  of  observation  it  is  found 
that  transactions  in  certain  classes  of  property  always 
reduce  to  the  neighbourhood  of,  say,  5  per  cent.,  that 
percentage  acquires  the  character  of  a  quality  of  that 
class  of  property.  In  this  way  an  effective  and  approxi- 
mate guide  may  be  obtained  as  to  the  view  taken  at  a 
particular  time  of  the  worth  and  desirability  of  such  and 
such  a  class  of  property,  that  is  to  say,  the  view  taken 
by  the  minds  most  conversant  with  property  and  most 
competent  to  form  judgment  of  it. 
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Or  again,  when  a  class  of  property  which  has  for  a 
period  of  time  been  characterised  by  the  mark  of  a 
particular  percentage,  changes,  and  takes  on  the  charac- 
teristic of  some  other  percentage,  the  conclusion  is 
drawn  that  that  class  of  property  has  risen  or  fallen  in 
value. 

There  is,  however,  another  use  to  which  the  tables 
may  be  put.  By  their  aid  a  discussion  on  value  may  be 
carried  on,  in  terms  of  rental,  deductions,  and  years' 
purchase,  with  an  ease  which  would  be  quite  impossible 
in  the  absence  of  this  part  of  the  valuer's  machinery. 
Causes  of  difference  may  then  be  detected  and  so  be 
reduced  to  issues  of  fact  or  of  opinion.  Inconsistencies 
may  be  located  and  corrected.  The  exchange  of  views 
and  contentions  may  be  facilitated.  Many  of  the 
Members  of  this  Institution  will  have  experienced  the 
hopelessness  of  a  discussion  with  a  quite  competent 
valuer  who  arrived  at  his  opinions  only  out  of  the 
depths  of  his  inner  consciousness  and  past  experience. 
He  has  no  explanation  to  offer  for  the  view  he  states, 
other  than  that  he  considers  it  must  be  so.  To  all 
entreaties  to  express  himself  in  terms  of  common  com- 
parison he  has  to  oppose  the  obdurate  front  of  one  who 
despises  the  theorist.  His  results  may  be  quite  sound, 
but  he  cannot  give  them  the  form  for  convenient 
discussion. 

In  fine,  the  most  important  functions  of  the  tables 
are  first  to  reduce  to  terms  of  common  comparison  the 
specific  and  individual  operations  of  the  general  body  of 
dealers,  and  secondly  to  furnish  a  medium  for  the 
convenient  discussion  of  values. 

The  process  to  which  they  are  more  commonly 
applied,  viz.,  the  determination  of  value  from  certain 
data  of  rental,  years  unexpired,  and  so  on,  is  really  in 
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the  nature  of  a  back  sum,  and  its  object  is  to  get  as 
nearly  as  possible  to  the  results  obtained  when  a  man 
with  a  knowledge  independent  of  tabular  computation 
enters  upon  the  transaction. 

One  of  the  vicious  consequences  of  what  I  may  call 
the  table  habit  is  that  it  generates  an  idea  in  the  minds 
of  the  inexperienced  that  property  never  changes  hands 
except  at  definite  and  separate  rates  of  interest ;  that  if 
a  property  is  not  sold  at  5  per  cent,  it  is  at  6  or  7  per 
cent.  Now  it  does  happen — even  frequently — that 
property  changes  hands  at  these  exact  rates;  but  far 
more  frequently  is  it  the  case  that  the  price  paid  is 
somewhere  intermediate  between  them.  It  need  hardly 
be  pointed  out  that  the  tables  could  not  be  conveniently 
multiplied.  Every  valuer,  however,  if  he  does  not  feel 
disposed  to  make  certain  allowances  explained  hereafter 
so  as  to  bring  the  security  under  one  of  the  common 
rates  of  interest,  should  be  at  liberty  to  make  such  final 
adjustments  in  results  deduced  from  the  tables  as  seem 
in  his  experience  right. 

The  same  principle  applies  to  the  selection  of  a  year's 
purchase.  We  may  take  eighteen  or  twenty-one,  but  it 
seems  like  heresy  to  take  nineteen  and  one-fifth  or 
twenty- two  and  three-sevenths  years'  purchase.  Yet 
this  is  how  the  market  operates,  and  a  valuer  who 
thinks  a  security  is  between  nineteen  and  twenty  years' 
purchase  should  express  his  opinion  in  his  valuation. 

Another  and  more  interesting  consequence  of  the 
idea  that  the  tables  determine  value  instead  of  expressing 
it  by  reference  to  a  known  standard,  is  the  attempt 
made  some  time  since  to  reconstruct  the  tables  on  a  new 
principle  on  the  ground  that  they  made  provision  for 
repayment  of  capital  at  impossible  rates  of  interest.  It 
was  argued  that  an  investor  who  bought  a  leasehold 
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on  the  8  per  cent,  table  could  not  reinvest  his  annual 
surpluses  at  that  rate,  and  therefore  the  price  he  should 
pay  ought  to  be  computed  on  the  8  per  cent,  table  for 
income  and,  say,  the  3  per  cent,  for  reinvestment. 

It  is  not  so  certain  that  reinvestment  at  very  high 
rates  does  not  actually  take  place.  But  be  that  as  it 
may,  the  question  of  ability  to  reinvest  at  the  rate  of 
calculation  does  not  really  arise.  The  rate  of  calculation 
is  introduced  by  way  of  fixing  the  class  of  the  invest- 
ment rather  than  of  indicating  what  it  really  involves. 
It  is  a  mere  figure  of  speech  that  we  say  a  purchase  is 
made  on  the  8  per  cent,  table.  If  we  suppose  for  a 
moment  that  the  cumbrous  system  of  dual  percentages 
were  adopted,  this  would  make  no  difference  to  the  price 
obtained  for  the  property  in  the  market.  An  unexpired 
lease  of  thirteen  years  bought  at  eight  years'  purchase 
may  be  regarded  as  bought  upon  the  8  per  cent,  table 
in  the  usual  way,  or  it  may  be  regarded  as  bought 
on  the  6  per  cent,  table,  reinvestments  of  sinking  fund 
to  be  at  3  per  cent.  Whichever  way  it  is  regarded 
makes  no  difference  to  the  actual  market  price.  The 
sum  paid  will  be  the  same  in  either  case,  for  it  depends 
on  the  market  and  not  on  tables.  At  least  simplicity  is 
gained  by  classifying  the  transaction  under  one  rate  as 
in  the  usual  way. 

It  cannot  be  too  strongly  urged  or  too  closely  realised 
that  the  rates  per  cent,  and  the  years'  purchase  are 
simply  convenient  categories  or  pigeon-holes  into  which 
results  may  be  thrust  for  subsequent  reference,  and 
that  when  they  are  used  for  valuing  they  represent  an 
attempt  to  reconstruct  the  conditions  of  the  market  by 
comparison  of  convenient  standards.  Apart  from  the 
continued  sanction  of  the  market  there  is  no  virtue  in 
them. 
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In  practice,  and  for  the  sake  of  convenience,  how- 
ever, valuation  is  very  commonly  effected  by  the 
machinery  of  the  tables,  and  it  becomes  of  interest  to 
observe  the  functions  of  each  of  the  factors  that  go  to 
make  up  such  a  valuation.  These  factors  are  the  rent, 
the  deductions,  and  the  years'  purchase  or  multiplier. 

The  legal  definition  of  rent  was  well  known  in  the 
days  of  the  examinations,  and  has  been  well  forgotten 
since.  The  valuation  definition  of  rent  is  that  it  is  an 
income  arising  by  the  letting  of  property.  It  is  gross  if 
the  maintenance  charges  on  the  property  are  to  be  met 
out  of  it,  it  is  net  if  it  is  free  of  these  charges.  Fre- 
quently, as  in  the  case  of  a  weekly  tenancy,  it  is  an 
aggregate  of  gross  rent  proper,  and  of  rates,  taxes,  and 
other  similar  charges.  Rent  depends  partly  upon  accom- 
modation, and  bears  a  certain  ratio  to  it.  An  increase 
of  accommodation  up  to  a  certain  point  will  mean  an 
increase  of  rent.  The  limit  is  reached  when  the  accom- 
modation goes  beyond  the  means  or  requirements  of  the 
class  for  which  it  is  intended  or  for  which  alone  it 
can  be  used.  From  this  point  onwards  rent  ceases  to 
increase  with  accommodation.  It  has  to  be  remembered 
that  a  rent  must  be  obtained  out  of  means  which  the 
property  itself  is  an  instrument  to  provide.  The  amount 
of  rent  that  a  property  can  stand  will  depend  less  on  the 
extent  of  the  property  than  on  the  extent  of  the  profit- 
able use  to  which  it  can  be  put.  Cases  of  big  premises 
at  low  rents  and  small  premises  at  high  rents  will  occur 
to  everyone.  Competition  also  tends  to  raise  rents,  but 
only  to  this  limit  imposed  by  the  productiveness  of  the 
property. 

Rent  is  subject  to  losses  by  empties  and  bad  debts. 
Even  a  net  rent  will  therefore  require  some  further 
reduction  by  way  of  what  may  be  called  contingency 
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provision  before  it  can  be  regarded  as  a  secured  income. 
Now  while  expenditure  on  rates,  taxes,  and  repairs  can 
be  exactly  foreseen  and  allowed  for,  allowance  for  voids 
and  losses  is  a  matter  of  experience  and  estimate.  A 
very  close  estimate  of  the  proper  proportion  of  the  total 
rent  to  be  allowed  is  sometimes  made  by  observing  in 
the  property  accounts  the  actual  loss  per  cent,  under 
those  heads  during  a  few  past  years. 

The  figure  by  which  the  net  income  is  multiplied 
(commonly  called  the  years'  purchase)  depends  upon 
security.  (It  also  depends  on  length  of  terjm,  but  not  as 
a  matter  of  judgment.)  Whatever  tends  to  add  security 
to  the  income  tends  also  to  raise  the  years'  purchase. 
Anything  that  detracts  from  the  security  of  the  income 
lowers  the^  years'  purchase.  There  are  some  qualities 
which  affect  both  rent  and  security.  Greater  desirability 
tends  to  throw  up  rent,  but  when  rent  cannot  be  increased 
it  reacts  to  improve  security. 

As  years'  purchase  depends  on  security  of  income 
any  alteration  in  the  contingency  allowance  for  deduc- 
tions will  affect  it.  A  lessening  of  the  contingency 
deduction  lowers  the  security  and  the  years'  purchase, 
and  an  increase  of  the  deduction  raises  them. 

The  process  of  applying  this  method  of  valuation  is 
much  simplified  if  any  particular  quality  of  the  property 
is  allowed  to  influence  the  right  factor.  The  commonest 
mistake  of  the  inexperienced  is  to  make  it  modify  the 
wrong  factor.  The  amount  of  accommodation  affects 
primarily  not  the  security,  but  the  rent.  Such  also  are 
the  influences  of  the  proportion  of  rates  and  taxes,  the 
accessibility,  the  economy  of  planning,  water  supply  and 
drainage,  and  in  some  degree  the  general  competition  for 
the  class  of  property. 

On  the  other  hand  there   are   circumstances   which 


426  The  Surveyors'  Institution. 

operate  mainly  to  affect  the  security  and  the  years' 
purchase.  In  house  property  it  may  be  said  that  the 
condition  of  the  premises,  their  convenience  and  desir- 
ability when  the  rent  limit  has  been  reached,  their 
newness  and  freedom  from  decay,  their  general  lettability, 
the  circumstance  of  an  improving  neighbourhood,  all  will 
improve  the  chances  of  the  maintenance  of  the  income, 
and  so  favourably  affect  the  security.  There  are,  how- 
ever, times  when  these  advantages  do  find  expression  in 
terms  of  increased  rent.  In  such  cases  the  advantage  of 
extra  security  disappears,  and  the  valuer  must  guard 
against  taking  account  of  the  same  thing  twice  over. 

To  every  class  of  security  there  is  an  appropriate 
degree  of  risk,  which  is  conveniently  represented  by  an 
appropriate  percentage  of  income.  Such  percentages 
naturally  progress  by  steps,  as  from  3J  to  4,  or  5  to  6, 
but  the  desirability  and  security  of  the  investment  may 
vary  much  more  gradually  within  these  figures.  It  is 
inconvenient  to  say,  even  if  a  valuer  could  presume 
to  be  so  precise,  that  an  investment  is  secure  enough 
to  be  worth  5'15  per  cent.,  and  then  to  calculate  at 
that  rate.  Inwood's  would  run  to  many  volumes  to 
supply  the  tables  alone. 

But  a  security  which  stands  in  the  valuer's  estima- 
tion somewhere  between  two  recognised  percentages,  as, 
for  instance,  5  and  6,  can  be  improved  by  a  judicious 
increase  of  the  contingency  provision  until  it  may  fairly 
be  valued  on  the  basis  of  the  lower  rate. 

This  is  a  principle  that  is  quite  frequently  over- 
looked. I  once  had  to  discuss  the  valuation  of  some 
fifty  freehold  cottages.  After  a  careful  calculation  of 
probable  outgoings  and  losses  by  voids  it  appeared  that 
an  allowance  of  35  per  cent,  of  the  gross  income  was 
sufficient  to  cover  them,  a  deduction  which  gave  a  net 
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income  of  £300.  In  view  of  the  class  of  property,  I 
considered  it  right  with  such  an  allowance  to  capitalise 
at  fourteen  years'  purchase,  obtaining  a  figure  of 
£4,200.  The  valuer  opposed  to  me  protested  that  my 
deductions  were  too  low,  and  produced  his  client's 
accounts  for  ten  years  to  show  that  the  average  net 
income  derived  from  the  property  was  only  £210  per 
annum  as  against  my  £300.  The  £210  corresponded  to 
an  allowance  of  55  per  cent,  for  voids,  losses  of  rental, 
and  collection  expenses.  I  was  prepared  to  adopt  this 
figure,  but  I  had  to  point  out  that  in  making  such  an 
allowance  from  the  gross  income  as  would  practically 
insure  the  net  income  on  a  ten  years'  average  test,  I 
must  regard  this  lower  income  as  substantially  secured 
and  capitalised  at  5  per  cent.  On  working  out  the 
figures  the  result  was  as  before.  The  point  seemed, 
however,  a  novel  one,  and  did  not  for  some  time  make 
the  appeal  I  hoped. 

The  basis  of  the  position,  I  need  hardly  say,  was  thie. 
If  a  man  capitalises  an  income  derived  from  poor  class 
property  on  a  table  appropriate  to  that  class,  it  is 
assumed  that  he  regards  that  property  as  held  with  all 
the  risks,  trouble,  and  disadvantages  attaching  to  it. 
That  view  is  the  sole  justification  for  the  expectation  of 
a  high  return  on  capital  invested.  If,  by  whittling  down 
the  income  by  allowances  for  this  and  deductions  for 
that,  a  point  is  reached  at  which  by  no  mischance  at  all 
can  the  net  income  fail,  and  no  effort  at  all  is  necessary 
to  obtain  the  income,  then  it  should  be  treated  as  secured 
accordingly. 

The  rate  proper  to  a  perfectly  secure  investment  has 
been  the  subject  of  some  ingenious  calculations.  By 
taking  the  total  amount  of  capital  invested  over  a  very 
wide  range  of  securities,  mines,  real  estate,  railways, 
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industrial  ventures,  Government  stock,  and  other  forms 
of  investment,  and  by  comparing  with  this  total  the 
total  yield  in  revenue  of  all  these  securities  together  it 
has  been  found  that  the  resulting  average  rate  per  cent. 
was  about  4.  Among  the  securities  considered  there 
were  included  investments  paying  dividends  from  200 
per  cent,  down  to  nothing  at  all,  and  the  resulting 
average  was  4.  It  would  appear  legitimate  therefore 
at  the  time  to  regard  4  per  cent,  as  a  datum  rate  for  very 
secure  investments,  and  to  regard  the  adoption  of  a 
higher  rate  of  return  by  the  market  as  an  indication  of 
imperfect  security,  while  the  adoption  of  a  lower  rate 
would  signify  full  security  together  with  some  other 
quality  of  attractiveness. 

An  interesting  example  of  the  relation  of  rent  and 
security  as  factors  in  valuation  is  furnished  by  a  con- 
sideration of  the  levy  of  duties  under  the  Finance  Acts 
1894  to  1910.  It  will  be  recognised  that  an  important 
part  of  the  process  of  valuation  is  the  determination  of 
the  amount  of  deductions  necessary  to  arrive  at  income 
from  rent.  These  deductions  usually  consist  of  regular 
payments  made  periodically,  as  rates  and  taxes  and 
insurance,  or  of  payments  made  irregularly  at  uncertain 
intervals  but  allowed  for  at  a  certain  and  definite  rate 
as  reparations.  In  all  such  cases  the  deductions  are 
made  from  the  gross  annual  product  of  the  property, 
and  their  magnitude,  so  long  as  it  lies  within  reasonable 
limits,  tends  to  reduce  the  income  and  does  not  affect 
the  security  and  years'  purchase.  There  are,  however, 
other  deductions  equally  certain  in  incidence  but  very 
uncertain  in  point  of  amount  and  time,  and  of  these  the 
taxes  to  be  levied  under  the  authority  of  recent  legis- 
lation are  typical.  So  far  as  these  are  calculable  in  their 
amount  and  the  time  of  their  happening  they  will  no 
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doubt  be  allowed  for  by  their  annual  equivalents  as 
charges  against  the  income  derived  from  the  property. 
Where,  however,  the  amount  and  time  of  incidence  is 
not  determinable  they  must  be  regarded  as  diminishing 
the  security  for  the  continuance  of  the  level  of  income, 
and  to  that  extent  they  may  be  expected  to  reduce  the 
years'  purchase. 

The  market  in  such  cases  gradually  accommodates 
the  years'  purchase  to  the  new  conditions,  and  this  is 
what  may  be  expected  to  happen. 

Few  valuers  can  be  found  who  would  regard  valuation 
as  an  art  of  exact  application.  Many  hold  it  is  impos- 
sible to  value  certainly  within  5  per  cent.  The  reason 
is  obvious.  Value  is  a  thing  continually  fluctuating. 
On  the  one  hand  it  depends  on  long-continued  and 
gradually  operating  stresses  of  a  political,  social,  or 
commercial  nature.  On  the  other  hand  it  is  dependent 
on  capricious  and  fitful  influences  that  vary  from  day  to 
day,  fashion,  some  fortunate  accident,  an  idle  market, 
and  so  on. 

This  latter  variability,  arising  one  can  only  guess 
how,  cannot  be  estimated  or  allowed  for  in  relation  to 
any  individual  result.  No  single  instance  of  a  par- 
ticular price  should  ever  be  quoted  as  an  indication  of  a 
market.  The  real  indication,  as  everyone  here  knows 
well,  is  obtained  by  multiplying  the  number  of  transac- 
tions observed.  Casual  variability  has  then  the  oppor- 
tunity to  cancel  out.  It  is  only  from  observations  that 
extend  over  a  considerable  period  of  time  and  include  a 
considerable  variety  of  circumstances,  that  conclusions 
may  be  drawn  which  will  safely  indicate  the  trend  or 
position  of  the  market. 

The  essence  of  valuation — and  I  recognise  that  I  am 
uttering  a  commonplace — is  comparison.  To  place  a 
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property  in  the  company  of  its  likes  and  then  to  regard 
its  individual  distinctions  in  relation  to  them  is  the 
practical  effort  of  every  valuer.  Usually  the  process 
presents  only  the  ordinary  difficulties  of  selection  of  the 
genus,  and  the  further  difficulties  of  the  estimation  of 
the  special  qualities  or  defects  in  that  genus.  There  are, 
however,  many  cases  which,  as  they  stand,  fit  in  no 
category  where  the  properties  must  be  reduced  to  their 
component  parts,  with  the  view  of  finding,  if  possible, 
proper  categories  for  the  comparison  of  these.  Such  are 
institutions,  mansions,  great  works,  and  factories. 

It  is  not  my  purpose  to  dwell  upon  the  economic 
aspect  of  valuation  more  than  to  offer  the  reminder  that, 
in  the  general  conception,  real  property  is  just  a  com- 
modity like  any  other  in  which  men  buy  and  sell — a 
commodity,  as  wheat  and  coal  and  diamonds  and  skins 
are  commodities,  that  it  is  amenable  to  like  influences, 
and  particularly  to  those  of  supply  and  demand.  There 
is,  however,  the  important  fact  to  be  borne  in  mind  that 
ifc  differs  from  other  commodities  in  one  vital  respect, 
viz.,  in  its  fixity  of  position. 

It  resembles  other  commodities  in  this,  that  its 
values  as  they  vary  within  ordinary  limits  high  and  low 
do  so  by  infinitesimal  gradations,  not  by  perceptible 
jumps.  As  a  particular  piece  of  property  increases  in 
value  the  increase  forms  a  continuous  upward  curve 
and  not  a  series  of  steps.  And  if  a  large  number  of 
properties  of  different  values  are  ranged  in  the  order  of 
their  value  the  sequence  of  values  will  show  the  increase 
as  a  continuous  not  as  a  broken  line. 

The  great  majority  of  the  cases  with  which  the 
valuer  is  concerned  relate  to  land  or  land  and  buildings 
in  various  combinations.  It  thus  becomes  of  very  great 
importance  correctly  to  appreciate  the  nature  of  the 
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component  parts,  and  the  relation  of  these  one  to  another. 
I  propose,  therefore,  to  present  for  consideration  some 
sort  of  analysis  of  the  relations  of  these  elements. 

The  movement  of  the  value  of  land  is  one  of  the 
most  regular  and  gradual.  Commencing  at  a  practically 
negligible  prairie  value  it  proceeds  by  imperceptible 
gradations  through  a  value  as  common  or  waste  land, 
woodlands,  to  a  value  as  agricultural  land,  again 
increasing  to  an  accommodation  value  to  a  low  building 
value,  and  so  on  in  certain  instances  to  a  high  building 
value.  If  a  piece  of  land,  now  occupied  by  an  imposing 
structure  in  Kensington,  could  show  its  value  develop- 
ment through  the  centuries,  the  process  would  be  seen 
to  be  something  like  the  indication  of  the  diagram. 
(Diagram  I.)  Subject  to  a  consideration  which  will  be 
introduced  later  on,  the  history  may  be  regarded  as  a 
continuous  rise. 

For  the  present  purpose  it  will,  however,  be  simpler 
to  consider  a  shorter  period  than  is  shown  on  the  diagram, 
and  the  most  convenient  for  examination  will  be  the 
duration  of  the  life  of  a  building,  or  say,  one  hundred 
years. 

If  the  same  piece  of  land  in  Kensington  be  regarded 
it  will  be  found  that  over  a  short  period  its  value  pro- 
gresses with  comparative  regularity  and  approximate 
uniformity.  For  the  purpose  of  graphically  illustrating 
the  interaction  of  the  movements  of  value  it  will  be 
convenient  to  apply  to  the  subject  a  method  commonly 
used  in  statistics.  (Diagram  III.)  A  certain  year  is  fixed 
as  a  starting  point,  and  the  lapse  of  time  after  that  year 
will  be  indicated  along  a  horizontal  line  by  the  distance 
of  other  points  representing  the  years  under  consideration. 
The  distances  will  be  proportional  to  the  time  elapsed. 
The  value  of  a  piece  of  land  at  any  year  will  be  shown 
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by  a  vertical  line  drawn  through  that  year  and  propor- 
tional to  the  value.  The  curved  line  which  unites  the 
upper  ends  of  the  vertical  lines  will  then  indicate  the 
growth  of  value.  The  points  in  the  diagram  are  shown 
at  intervals  of  ten  years,  and  the  vertical  lines  represent 
the  value  in  pounds  per  acre.  The  land  is  supposed  to 
remain  unbuilt  upon  during  the  whole  of  the  time  under 
consideration.  The  curved  line  (A  B  in  Diagram  III.)  is 
intended  to  indicate  the  real  alteration  of  value.  The 
inclination  or  slope  of  the  straight  line  shows  the 
average  rise  in  value  between  its  extreme  points,  and 
can  occasionally  be  used  with  convenience  if  the  inter- 
mediate values  do  not  affect  the  argument. 

So  far  the  simple  case  of  bare  land  has  been 
illustrated.  Now  consider  the  effect  of  development 
upon  this  rise  in  value.  Attention  must,  however,  first 
be  drawn  to  two  important  principles.  The  first  of  them 
is,  I  believe,  in  direct  contradiction  of  a  very  widely 
held  view.  It  may  be  stated  shortly  thus— that  the 
value  of  a  piece  of  land  and  of  the  building  erected 
upon  it  is  not  necessarily  or  generally  the  sum  of  the 
value  of  the  land  and  the  value  of  the  buildings  taken 
separately.  The  contrary  opinion  forms  the  foundation 
of  much  practice,  but  I  hope  to  show  that  of  itself  it  is 
fallacious. 

An  example  will  illustrate.  A  piece  of  land  capable 
of  development  for  building  is  worth  £10  per  annum,  and 
being  uncovered  may  be  valued  at  £200  in  fee.  This  is 
the  value  of  the  freeholder's  interest.  A  lessee  takes  it 
for  a  long  term  of  years,  and  erects  upon  it  a  building  at 
an  ordinary  market  cost  of  £500  with  a  view  to  realising 
on  completion  of  the  building.  The  building  being  com- 
pleted, he  can  sell  and  can  obtain  £550  for  his  lease ;  the 
extra  £50  being  paid  by  a  purchaser  who  escapes  the 
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trouble  and  risk  attendant  upon  building  speculation .  At 
the  same  time  the  freeholder  is  able  to  sell  his  interest  (now 
secured)  at  twenty-five  years'  purchase  or  £250.  The 
value  of  lease  and  freehold  together  is  thus  £800.  The 
value  of  the  land  alone  is  £200.  The  value  of  the 
building  as  measured  by  its  cost  is  £500,  and  the  sum  of 
these  figures  is  £700,  or  £100  less  than  the  real  value  of 
the  property. 

I  anticipate  a  possible  objection,  by  saying  that  the 
man  who  organises  the  building  transaction  may  always 
expect  to  sell  at  something  more  than  the  mere  cost  to 
him — a  something  which  will  be  over  and  above  the 
payment  to  the  builder  and  architect.  The  ability  to 
make  a  profit  forms  the  basis  of  all  trading,  and  without 
reasonable  profit  no  man  is  willing  to  work. 

The  explanation  appears  to  be  that  every  building 
erected  on  its  site  represents  the  sum  of  not  two  but 
three  things.  It  represents  (A)  land  ;  (B)  buildings  ;  and 
(c)  a  certain  amount  of  knowledge,  industry,  enterprise 
and  risk,  in  addition.  These  last  have  their  economic 
value,  arid  in  the  instance  quoted  that  value  is  repre- 
sented by  £100.  They  are,  as  will  be  seen,  really 
attributable  to  the  person  who  unites  the  building  with 
the  land,  though  the  ground  landlord  is  gratified  to  find 
that  in  some  mysterious  manner  a  substantial  proportion 
of  their  value  reaches  his  own  pocket.  I  propose  to 
distinguish  between  the  constituents  of  value,  showing 
land  by  vertical  hatching,  buildings  by  horizontal 
hatching,  and  this  third  and  somewhat  elusive  element 
by  oblique  hatching. 

This  first  principle  is,  however,  of  wider  application, 
and  before  I  leave  it  I  must,  with  permission,  offer 
another  and  very  different  illustration.  Most  valuers  are 
familiar  with  the  singular  difference  between  prices 


438  The  Surveyors  Institution. 

obtained  on  building  estates  according  as  they  are  sold 
per  acre  before  development,  or  by  smaller  units  after  it. 
This  difference  between  wholesale  and  retail  price,  to 
what  is  it  attributable  ?  Let  me  ask  this  question.  Has 
anyone  ever  considered  a  newly  formed  road  of  newly 
built  villa  residences,  and  recalled  the  condition  of  the 
sites  of  the  entirety  when  a  few  years  before  they  were 
portions  of  fields  and  without  access  ?  Has  he  considered 
the  extraordinary  difficulty  which  any  one  of  the 
individual  owners  would  have  encountered  had  he 
ventured  on  the  business  of  developing  his  own  plot  in 
isolation;  his  difficulty  in  obtaining  reasonable  terms 
from  the  big  original  owner,  or  indeed  any  terms  at  all ; 
his  expense  in  providing  access  from  some  existing  road ; 
his  troubles  about  the  sewerage  of  his  plot ;  his  diffi- 
culties with  the  local  authority ;  his  disputes  with  other 
similarly  situated  adventurers;  the  conflicting  claims, 
the  hopeless  confusion  of  their  diverse  intentions,  the 
easements  necessary,  the  law  suits  and  vexations;  the 
final  resulting  want  of  method  and  harmony ;  and  more 
than  all  his  inability  to  see  before  embarking  on  the 
enterprise  whither  it  would  ultimately  lead  him.  Now 
the  function  of  the  speculator  is  to  save  all  this  to  the 
building  owner.  His  function  is  to  endeavour  to  gauge 
the  popular  demand  for  building  plots,  and  to  risk  his 
capital  on  the  faith  of  his  ability  to  meet  it.  For  this  risk, 
for  the  loss  of  interim  interest  on  his  money,  and  for  the 
service  of  his  time  and  brains  he  expects  (and  rightly) 
to  be  paid.  His  enterprise  immensely  simplifies  the  task 
of  the  building  owner,  to  whom  he  presents  (laying  them 
exposed  before  him  as  it  were)  the  completed  articles 
for  him  to  choose  from  at  his  pleasure.  For  so  great  a 
convenience  the  building  owner  will  pay  something  over 
and  above  the  value  of  the  land  and  of  the  expenditure 
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of  money  put  into  it,  something  which  is  the  speculator's 
return  on  his  enterprise.  This  something  it  is  that  con- 
stitutes the  difference  between  the  values  of  land  taken 
wholesale  and  retail.  And  it  is  interesting  to  try  and 
measure  it. 

In  the  first  place  it  is  quite  obvious  that  the  difference 
between  the  wholesale  and  the  retail  price  must  ordinarily 
include  every  penny  that  the  speculator  has  reasonably 
put  into  his  venture,  whether  the  money  be  spent  on 
road-making  and  sewering,  on  the  allocation  of  lands  to 
non-productive  uses,  or  on  legal  or  advertising  charges. 
The  test  of  this  proposition  lies  in  experience.  The 
speculator  has  learned  from  previous  transactions  that 
he  may  safely  go  on  with  his  scheme,  and  that  the 
results  will  reimburse  him  all  expenditure.  But  the 
reimbursement  of  expenditure  alone  is  insufficient.  He 
is  entitled  to  a  profit  on  what  is  a  venture  with  con- 
siderable attendant  risk.  And  his  retail  prices  must 
cover  his  wholesale  cost  by  a  margin  large  enough  to 
include  both  expenses  and  profit.  In  normal  circum- 
stances the  margin  must  also  include  interest  on  his 
capital  expenditure  over  a  portion  of  the  time  of  develop- 
ment. Unless  this  happened  in  the  normal  case  no 
speculator  would  continue  to  operate.  Thus  the  amount 
of  the  difference  is  a  measurable  quantity. 

But  now  a  caution  has  to  be  observed.  The  element 
of  unearned  increment  creeps  into  the  speculation  at 
once.  No  sooner  has  one  owner  purchased  and  built 
than  others  are  attracted  in  a  degree  increasing  with  the 
amount  of  development.  The  second  comer  is  drawn 
not  entirely  by  the  facilities  placed  at  his  disposal,  but 
also  by  the  fact  that  a  predecessor  has  ventured  and 
seems  none  the  worse.  And  it  goes  on  so.  So  that  in 
increasing  measure  the  building  owners  may  help  to 
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create  or  to  maintain  the  values  of  the  neighbouring 
plots  or  to  retard  the  diminutions  in  value  that  might  be 
taking  place.  At  any  time  and  in  any  special  case  the 
proportions  of  value  attributable  to  either  of  these 
influences  can  be  gauged  only  by  considerable  knowledge, 
by  dispassionate  balancing,  and  by  sympathetic  insight 
into  the  conditions. 

The  second  principle  commended  to  consideration  is 
this — that  the  existence  of  a  building  on  land,  or  of  a 
restrictive  covenant,  tends  to  arrest  the  natural  increase 
in  the  value  of  the  land.  One  may  appropriate  a 
convenient  term  from  another  branch  of  science,  and  say 
that  the  natural  augmentation  of  value  is  damped  by 
such  a  building  or  covenant. 

It  is  to  be  presumed  that  the  building  erected  at  any 
moment  on  a  piece  of  land  will  represent  the  best  and 
most  profitable  use  that  can  be  made  of  the  land.  But 
with  the  improvement  in  methods  of  construction,  with 
changing  conceptions  of  convenient  building,  with  the 
removal  of  statutory  restrictions,  it  has  to  be  said  of  the 
majority  of  structures  that  ten  years  after  they  are 
built  they  are  not  of  the  latest,  most  profitable  type.  In 
other  words,  ten  years  or  so  after  a  building  is  erected, 
there  are  even  better  uses  to  which  the  site  of  it  might  be 
put;  the  land  is  not  used  quite  to  its  best  advantage. 
So  long,  of  course,  as  there  is  any  substantial  value 
in  the  building  it  would  not  pay  to  correct  this.  An 
owner  cannot  afford  every  ten  or  twenty  years  to  scrap 
his  property  because  of  some  slightly  improved  method 
of  construction  or  development.  So  the  land  remains  for 
the  greater  part  of  the  life  of  the  building — certainly 
increasing  in  value — but  increasing  less  rapidly  than  if 
it  were  free  and  uncovered. 

The  effect  of  a  building  covenant  is  much  the  same. 
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A  lessee  may  have  a  valuable  plot  of  land  covered  by 
quite  inadequate  buildings;  buildings  appropriate  perhaps 
to  the  very  different  conditions  that  obtained  when  they 
were  erected,  but  entirely  inadequate  to  the  modern 
possibilities  of  the  site.  It  may  be  that  both  lessor  and 
lessee  know  this.  But  the  lessor  cannot  enter  to  make 
the  change ;  and  the  lessee  does  not  find  it  will  pay  him 
to  do  so  in  view  of  an  ever-shortening  term  of  holding. 
In  the  meantime  the  covenants  of  the  lease  compel  the 
maintenance  of  a  particular  class  of  buildings  on  land 
which  has  become  far  too  valuable  for  them.  In  this 
case  also  the  increase  in  land  value  is  damped  or 
retarded  by  the  circumstances. 

In  exhibiting  the  diagram  used  to  show  land  appre- 
ciation over  a  period  of  years,  I  stipulated  that  the  land 
should  be  regarded  as  unencumbered  and  free.  With 
the  introduction  of  the  damping  influence,  the  growth  of 
value,  instead  of  progressing  as  shown  by  the  line  A  B 
(Diagram  III.),  will  progress  along  the  line  A  C. 

If,  of  course,  at  any  moment  the  covenant  be  removed 
as  by  merger  of  freehold  and  leasehold  interests  and  by 
the  destruction  of  the  building  as  by  fire,  the  damper  is 
removed  and  the  value  of  the  land  is  at  once  restored  to 
its  proper  and  true  level. 

In  this  connection  it  is  necessary  to  consider  the  life 
history  of  the  structure.  Its  greatest  value  qua  struc- 
ture is  at  or  somewhere  near  its  erection.  For  two  or 
three  years  after  completion  it  may  slightly  increase  in 
value  as  it  consolidates  and  dries  out  and  becomes  more 
comfortably  habitable.  The  process  of  deterioration 
then  begins. 

It  would  be  interesting  to  determine  at  what  point  in 
its  lifetime  a  building  has  depreciated  in  value  by  one- 
half.  Interesting  but  almost  impossible,  as  the  process 
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of  depreciation  is  highly  complex.  There  is  the  actual 
deterioration  of  the  materials  and  workmanship,  a 
process  quite  slow  at  first,  but  accelerating  with  the  age 
of  the  fabric.  There  is  the  obsolescence  of  the  architec- 
tural design  as  the  advance  of  applied  science  and 
artistic  taste  suggest  new  treatments,  .or  as  legislation 
for  the  general  advantage  imposes  or  removes  restrictive 
conditions.  And  there  is  the  change  that  cornes  of 
growing  unfitness  to  the  environment.  Obsolescence 
and  unfitness  proceed  side  by  side  with  structural  decay, 
though  no  doubt  at  a  different  rate  of  progress. 

It  is  unfortunate  that  in  the  nature  of  things  any- 
thing like  quantitative  comparisons  are  impossible.  The 
moment  at  which  half  value  is  reached,  or  indeed  any 
other  proportion  of  value,  is  a  matter  of  pure  speculation. 
There  is  no  means  of  measuring  such  waste. 

There  is  less  uncertainty  as  to  the  moment  of  death. 
The  natural  life  of  a  building  may  be  taken  to  have 
ended  when  it  is  so  out  of  harmony  with  its  surroundings 
that  it  will  not  let,  or  when  the  law  steps  in  and 
condemns  it. 

Taking  now  the  combined  influences  at  work  it  may 
be  said  that  with  the  lapse  of  time  the  value  of  the 
structure  depreciates  somewhat  in  the  way  shown  upon 
the  diagram  by  the  horizontal  hatching. 

While,  however,  this  is  exhausting,  the  third 
element  referred  to  is  diminishing  with  it,  and  this 
is  accordingly  shown  in  the  diagram  as  a  lessening 
augment.  (Diagram  II.) 

There  are  now  curves  showing  the  history  of  each 
of  the  three  elements  of  value.  It  is  easy  to  combine 
them  into  one  curve,  by  adding  together  their  respective 
verticals  or  ordinates  for  each  year  considered,  so 
making  a  new  ordinate.  The  curve  D  E  (Diagram  III.) 
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joining  the  upper  ends  of  the  new  ordinates  will  be  the 
resultant,  and  will  show  the  fluctuation  in  the  value  of 
the  entire  property. 

While  for  purposes  of  demonstration  it  is  convenient 
to  show  these  movements  of  land  and  building  values  by 
steady  lines  (adopting  what  the  statisticians  would  call 
a  "  smoothed  curve  ")  it  must  not  be  imagined  that  in 
fact  no  other  fluctuations  occur. 

Let  us  take,  say,  any  three  classes  of  investment 
and  follow  their  movements  from  month  to  month  as 
registered  at  the  Stock  Exchange.  Let  us  take  (A) 
Consols,  (B)  Bank  stock,  and  (c)  Industrial  under- 
takings, and  from  the  records  form  a  method  of  com- 
paring their  values  in  the  following  way  :  From  the 
price  of  the  stock  and  the  rate  of  annual  dividend,  let 
the  rate  of  yield  per  £100  invested  be  determined  ;  then 
let  the  rate  of  yield  be  divided  into  £100,  so  as  to  obtain 
a  year's  purchase.  Show  the  year's  purchase  as  ordinates 
along  a  base  line  at  equal  intervals  over  a  total  period 
of  ten  years.  By  joining  the  tops  of  the  ordinates  a 
curve  results  which  shows  the  fluctuation  in  value 
over  the  period  chosen.  (Diagram  IV.) 

We  shall  find  in  every  case  that  the  curve  of  value 
is  not  as  shown  in  Diagram  III.  but  is  as  shown  in 
Diagram  IV.,  that  is,  rising  and  falling  at  compara- 
tively short  intervals,  and  showing  that  the  tendencies 
operating  over  a  long  period  are  modified,  checked  or 
assisted  by  other  temporary  tendencies,  which  produce 
fluctuations  of  shorter  duration. 

Now  real  estate  is  no  exception  to  the  rule.  Years' 
purchase,  computed  and  plotted  as  before,  will  produce 
the  same  result,  though  of  course  in  the  case  of  this 
security  special  care  is  necessary  to  eliminate  factors 
peculiar  to  individual  properties. 
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Since  these  short  period  fluctuations  occur  the  valuer 
must  reckon  with  them.  Though  in  1898  land  in  a 
street  fetches  10s.  a  yard,  or  a  house  will  sell  for  £1,000, 
because  purchasers  abound  and  money  is  plentiful,  it 
well  may  happen  that  in  1905,  when  confidence  is  low 
and  money  tight,  the  demand  for  land  or  house  at  that 
price  is  much  diminished,  and  some  owners  may  have  to 
realise  for  less.  Then  occurs  one  of  those  temporary 
set-backs  in  value  with  which  we  are  familiar,  and  the 
point  to  be  noted  is  that  the  set-back  is  not  limited  to 
any  one  part  of  the  property  but  applies  to  all  its  parts 
—to  the  site,  to  the  structure,  and  to  the  entirety.  And 
recoveries  in  values  of  real  estate  are  just  as  general. 
They  affect  bricks  and  mortar  just  as  surely  as  land,  so 
that  it  is  easily  possible  that  even  while  a  fabric  is 
actually  depreciating  as  to  structure  its  value  by  reason 
of  greater  market  activity  is  increasing.  Or  to  take  a 
case  which  may  be  better  tested,  a  rising  market  in 
leasehold  property  may  entirely  wipe  out  the  depre- 
ciating influence  of  a  shortening  term.  It  is  even 
possible  that  by  reason  of  suddenly  increasing  demand, 
the  value  of  a  structure  in  situ  will  substantially  exceed 
the  sum  total  of  the  factors  that  make  up  the  cost  of  its 
erection,  and  the  excess  in  value  will  be  maintained 
until  the  stimulation  due  to  the  high  prices  has  had  time 
to  supply  more  structures  to  satisfy  the  demand.  This 
phenomenon  may  be  illustrated  by  reference  to  garden 
cities,  or  to  districts  where  new  workings  of  minerals 
rapidly  bring  into  existence  whole  villages  of  mining 
hands. 

Let  me  revert  to  Diagram  III.,  and  let  the  curve  A  B, 
showing  the  natural  growth  in  land  value,  be  laid  across 
the  figure.  It  will  be  found  that  at  some  point,  F, 
the  line  crosses  D  E,  the  curve  of  the  entirety,  and 
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there  the  values  coincide.  From  that  point  onwards 
this  condition  obtains,  that  the  uncovered  land  is  worth 
more  than  the  land  and  buildings  combined. 

Examining  the  diagram  further  it  will  be  found  that  if 
at  R,  a  point  moderately  late  in  the  building's  history,  the 
value  of  the  land  is  taken  and  the  value  of  the  buildings 
added,  the  result  does  in  fact  agree  with  the  value  of  the 
combined  land  and  buildings,  because  two  errors  are 
balancing  one  another.  On  the  one  hand  the  value  of  the 
land  is  taken  as  free  and  uncovered,  and  therefore  is  taken 
too  high  ;  on  the  other,  the  element  of  speculator's  profit  is 
neglected.  The  result  is  an  approximation  to  the  true 
value.  If,  however,  the  point  be  taken  early  in  the  life 
of  the  building,  as  P,  the  sum  of  the  values  of  the  land 
and  of  the  buildings  will  be  seriously  less  than  the 
value  of  the  combination  :  for  the  element  of  speculator's 
profit  is  high  in  proportion,  and  the  loss  of  land  value 
by  damping  is  low.  Correspondingly,  very  late  in  the 
building's  life,  as  at  S,  the  sum  will  be  seriously  in  excess 
of  the  same  combined  value.  In  fact,  as  has  been 
pointed  out,  the  land  value  alone  may  exceed  the  value 
of  land  with  buildings. 

In  making  the  observations  which  I  have  assembled 
in  this  Paper,  I  need  not  claim  originality  either  of 
substance  or  treatment.  The  points  suggested  have 
probably  occurred  to  many  valuers,  curious  of  the  where- 
fore of  the  methods  they  employ ;  and  indeed  they  are  used 
by  valuers  automatically  and  without  special  thought. 
Obviously  the  treatment  of  them  cannot  in  the  circum- 
stances be  exhaustive.  My  reason  for  submitting  them 
for  consideration  is  that  the  scientific  side  of  the  processes 
tends  to  be  merged  in  and  obscured  by  the  purely 
practical.  This  is  a  loss  to  all  and  an  injury  to  the 
inexperienced,  and  if,  as  the  result  of  this  Paper,  some 
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interest  is  evinced  in  the  science  under  the  practice  I 
shall  be  grateful. 

It  may  be  asked  in  what  respect  does  the  recognition 
of  these  facts,  even  assuming  them  to  be  true,  assist 
in  the  practice  of  valuation.  The  reply  is  that  the 
mistakes  and  misunderstandings  arising  in  professional 
work  are  attributable  in  large  measure  to  want  of 
appreciation  of  first  principles.  The  application  of 
accepted  rules,  even  though  that  application  be  sound 
and  the  valuation  be  a  correct  one,  is  unsatisfactory  in 
the  absence  of  some  understanding  of  the  basis  of  the 
rules.  In  special  valuations  and  where  accepted  rules 
are  wanting  or  common  processes  fail,  or,  in  the  case  of 
valuations  of  large  areas  of  property  for  some  common 
purpose  such  as  rating,  the  importance  of  sound  foun- 
dation principles  and  the  knowledge  of  them  is  most 
necessary,  if  only  for  the  preservation  of  consistency  and 
fairness  between  parties. 

Sometimes  the  very  ability  to  value  at  all  will  depend 
on  such  a  knowledge,  where  the  properties  are  special 
in  character  and  the  ordinary  rules  of  procedure  are 
inapplicable ;  and  again,  such  knowledge  is  necessary 
when  the  valuer  is  endeavouring  to  understand  the 
rationale  of  some  unusual  and  complex  process  of  valua- 
tion, or  is  trying  to  apply  it  to  a  parallel  but  differen- 
tiated case.  I  have  in  mind  some  of  the  difficult 
problems  that  may  arise  in  compensation  work. 

To  focus  discussion,  I  may  perhaps  be  permitted  to 
summarise  the   principles  which  I  offer  for  considera 
tion  : — 

1.  There  is  a  tendency  to  exaggerate  the  importance 
of  the  tables  in  the  practice  of  valuation,  and  in  the 
teaching  of  that  practice  the  place  of  the  tables  should 
be  more  subordinate. 
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2.  Values   are   established   by   the   operations   of   a 
comparatively   small  number  of  dealers,  among  whom 
experience  takes  the  place  of  tables. 

3.  Market    value    is   a    general   deduction    from   a 
number  of  varied   transactions,  and   individual  results 
may  be  misleading. 

4.  Valuation   is  essentially  effected  by  comparison, 
first   for   resemblances  to  establish   the  class,  then  for 
distinctions  to  differentiate  in  that  class. 

5.  It  is  more  convenient  to  discuss  valuation  in  terms 
of  rent  and  years'  purchase  than  by  reference  to  opinions 
on  the  fabric. 

6.  The  use  of  devices  such  as  the  special  contingency 
deduction,  whereby  the  valuer  may  correct  errors  due  to 
the   necessary  use   of   exact   rates   per   cent   or   years' 
purchase,  is  legitimate. 

7.  There  is  a  degree  of   risk  appropriate  to  every 
rate  of  income,  and  so  long   as   that   rate   is   adopted 
it  is  not   permissible   to   reduce   the  risk  by  excessive 
allowances. 

8.  The  value  of  land  and  buildings  in  combination  is 
not  necessarily  the  sum  of  the  values  of  the  component 
parts  taken  separately.    The  difference  is  partly  attribut- 
able to  the  enterprise  of  the  person  who  combines  them. 

9.  The   difference   between  the  value  of  land,  con- 
sidered as  wholesale,  and  its  value  considered  as  retail, 
is  the  economic  return  to  the  person  whose  enterprise 
furnishes  the  convenience  of  the  small  parcel. 

10.  The  obligation  to  maintain  buildings,  whether  it 
arises  from  covenant  or  considerations  of  economy,  damps 
the  rise  in  value  of  the  site. 

11.  It  is  possible   for   a  rising   market  to  counter- 
balance the  effect  of  a  deterioration  in  fabric  or  of  a 
diminution  of  a  leasehold  term,  and  for  a  falling  market 
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to  counterbalance  the  effect  of  a  physical  improvement 
in  the  property. 


Mr.  E.  J.  HARPER  (Fellow),  said  it  was  his  privilege  to 
propose  a  hearty  vote  of  thanks  to  Mr.  Loban  for  the  Paper 
he  had  just  read,  and  in  doing  so  there  was  only  one 
small  fact  which  in  any  way  served  as  a  drawback  from 
the  intense  pleasure  with  which  he  did  so.  He  believed 
it  was  divulging  no  official  secret  when  he  said  that  it 
was  originally  intended  that  his  friend  Mr.  Howard 
Martin  should  move  that  vote  of  thanks;  and  he  could 
not  help  regretting  his  absence  on  that  occasion,  because 
there  were  few  members  of  the  profession  whose  views 
on  a  subject  of  the  kind  in  question  he  should  value 
more  highly  than  those  of  Mr.  Howard  Martin. 

The  President  of  The  Institution  was  kind  enough  at 
the  opening  of  the  Session  to  offer  some  commendatory 
remarks  of  the  Department  to  which  Mr.  Loban  and 
himself  had  the  honour  to  belong.  He  ventured  to 
submit  to  them  that  the  Paper  which  had  been  read  that 
night  was  a  strong  piece  of  evidence  to  justify  the 
position  which  the  President  was  then  generous  enough 
to  take  up. 

They  were  all  indebted  to  Mr.  Loban  for  bringing 
before  them  the  scientific  side  of  the  business  upon  which 
they  employed  their  lives.  That  that  was  a  true  statement 
of  the  case  was  evidenced  by  the  fullness  of  the  room 
that  evening.  As  a  matter  of  fact  they  were  all  for  the 
most  part  too  busy  with  the  actual  practice  of  valuation 
to  have  time  to  study  the  principles  upon  which  it  was 
or  should  be  based,  and  that  was  their  reason  for  feeling 
that  Mr.  Loban  had  made  a  substantial  contribution  to 
their  knowledge  of  the  work  that  they  did  and  the  way 
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in  which  they  did  it.  He  had  attempted  in  his  Paper  to 
reconcile  practice  with  theory.  He  was  not  content  to 
know  how  to  make  a  valuation ;  he  wanted  to  know, 
and  he  wanted  them  to  consider,  why  they  should  make 
a  valuation  in  the  way  they  did.  The  way  in  which  he 
had  illustrated  his  views  by  diagrams  was  one  which 
would,  he  thought,  commend  itself  more  fully  to  their 
minds  when  they  had  the  opportunity,  as  he  hoped  they 
would,  of  seeing  the  diagrams  in  the  Transactions  side 
by  side  with  the  Paper,  and  he  should  not  attempt  to  go 
in  detail  into  those  diagrams  that  night. 

Greatly  as  he  would  urge  upon  all  members  of  the 
profession,  especially  those  who  had  recently  entered  it,v 
the  advisability  of  studying  the  points  of  valuation, 
systematically,  in  the  way  that  Mr.  Loban  had  done  and 
in  other  ways,  there  was  yet  a  warning  note  to  be 
sounded.  In  contemplating  those  beautiful  diagrams 
one  might  get  too  far  away  from  the  actual  practical 
consideration  which  they  had  every  day  to  determine, 
namely, "  How  much  would  the  property  fetch  ?"  Provided 
they  always  had  that  question  at  the  back  of  their 
minds,  nothing  but  good  could  come  from  the  study  of 
the  scientific  side  of  the  question  with  which  Mr.  Loban 
had  dealt  this  evening.  Another  warning  note  might, 
perhaps,  take  the  form  that  valuation,  whether  they 
called  it  an  art  or  a  science,  was  not  exact  in  the  same 
sense  that,  for  instance,  astronomy  might  be  called  an 
exact  science.  Astronomers  had  been  able  tell  to  a 
second  when  the  shadow  of  the  moon  would  impinge 
upon  the  edge  of  the  sun  during  the  recent  eclipse  and, 
with  equal  certainty,  when  it  would  pass  away ;  there 
was  no  such  happy  possibility  before  the  valuer.  He  had 
difficulty  enough  to  make  up  his  mind  as  to  what  was  the 
present  value,  but  if  he  once  entered  on  the  realm  of 
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prophecy  and  attempted  to  say  what  it  would  be  in 
twenty  years'  time  he  was  sorry  for  him. 

There  was  one  point  in  the  Paper  as  to  the  non-use 
of  tables  in  the  creation  of  market  values  to  which  he 
wanted  to  enter  a  slight  caveat.  It  was  true  to  say  that 
many  property  dealers  did  not  use  the  tables,  but  then 
there  were  many  belonging  to  their  profession  who 
certainly  did  not  disdain  those  aids  to  calculation,  and 
therefore  to  some  extent  tables  did  enter  into  the  com- 
position of  market  value,  created  of  course  by  the 
speculator  who  did  not  desire  to  use  them.  He  thought 
one  very  important  moral  might  be  drawn  from  the 
difficulty  placed  before  them — the  hopelessness  of  dis- 
cussion with  a  surveyor  who  had  made  up  his  mind  as  to 
a  value,  and  who  felt  in  his  own  mind  that  he  was  right, 
but  who  was  unable  to  discuss  or  give  reasons  for  his 
opinion.  That  man's  judgment  might  be  just  as  good  as 
.another's,  but  where  he  failed  as  a  surveyor  was  in  the 
witness  box,  and  in  the  witness  box,  as  so  many  of  them 
knew,  were  spent  some  of  the  most  keenly  pleasurable 
moments  that  a  professional  man  can  enjoy.  He  did  not 
say  that  every  moment  in  the  witness  box  was  pleasant. 
No  doubt,  were  he  to  venture  on  such  an  observation, 
there  were  plenty  of  Members  of  the  Bar,  not  uncon- 
nected with  their  Institution,  who  would  correct  him. 

Another  point  which  interested  him  particularly  was 
the  way  in  which  Mr.  Loban  connected  the  different  values 
and  deductions  from  rent  with  the  years'  purchase  in 
considering  the  question  of  security.  In  one  part  of  the 
kingdom,  at  any  rate,  and  it  might  be  in  others,  there 
was  a  practice  of  taking  a  short  cut  by  using  a  multiplier 
applicable  to  the  gross  rent.  That  might  save  time,  but 
he  (the  speaker)  did  not  think  it  was  likely  to  give 
entirely  satisfactory  results  ;  certainly  not  in  those  cases 
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where  the  outgoings  were  liable  to  any  material  fluctua- 
tions. He  thought  that  a  valuer,  however  experienced 
and  eminent  he  might  be,  was  not  so  sure  of  arriving  at 
the  true  value  of  a  property  let  at  gross  rents  if  he 
applied  a  multiplier  to  those  gross  rents  straight  away, 
as  he  would  be  if  he  made  all  the  deductions  which 
he  could  reduce  to  their  annual  equivalents  and  then 
capitalised  the  net  rent. 

He  had  often  heard  the  view  expressed  that  it  was 
impossible  to  value  certainly  within  5  per  cent.  Well, 
it  was  a  very  dangerous  thing  to  make  general  state- 
ments. They  must  always  remember  that  circumstances 
altered  cases.  With  a  ground  rent  not  exceeding  the  true 
value  of  the  land  fairly  well  secured  four  or  five  times, 
it  was  not  difficult  for  a  surveyor  to  value  the  ground 
rent,  provided  the  reversion  was  sixty  or  seventy  years  off, 
within  a  narrower  margin  than  5  per  cent,  up  or  down. 
Then,  on  the  other  hand,  if  they  took  land  at  present 
used  for  agricultural  purposes,  but  which  might  in  ten  or 
fifteen  years  become  ripe  building  land,  then  possibly 
their  5  per  cent,  margin  up  or  down  was  not  wide 
enough. 

On  the  question  of  wholesale  and  retail  price  they 
had  had  a  very  interesting  exposition  of  the  business  of 
the  land  speculator,  or  land  developer  as  he  would  prefer 
to  call  him,  but  he  did  not  know  whether  Mr.  Loban 
intended  them  to  understand  that  the  whole  of  the 
difference  between  wholesale  and  retail  price  was  thus 
accounted  for.  If  he  did,  he  submitted  that  that  was 
not  the  case.  Take,  for  instance,  a  building  estate  which 
had  been  fully  laid  out.  If  the  owner  had  an  offer  for 
the  whole  of,  say,  100  plots  in  one  or  two  roads ;  if  he 
were  a  wise  man,  he  would  accept  from  a  single  purchaser 
for  the  whole  100  plots  a  price  at  a  lower  rate  per  foot 
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frontage  than  he  would  take  for  any  single  one  of  those 
100  plots,  and  that  difference  between  wholesale  and 
retail  rates  was  one  that  never  could  be  eliminated. 

Another  point  he  wished  to  remark  upon  was  the 
theory  that  the  building  owner,  whom  he  took  to  be  the 
man  who  wished  to  buy  the  building  when  it  was  put 
up  or  who  wished  to  put  up  the  building  when  he  had 
bought  the  land,  would  pay  something  over  and  above  the 
value  of  the  land  plus  the  expenditure  upon  it,  and  this 
addition,  generally  speaking,  formed  the  speculator's 
return  on  his  enterprise.  The  amount  might  vary,  and 
there  were  exceptions,  for  the  builder  would  not  pay  the 
full  amount  that  had  been  expended  by  the  land 
developer  if  he  could  get  what  he  wanted  somewhere 
else  at  a  lower  price,  and  he  had  known,  and  no 
doubt  many  in  that  room  had  known,  estates  of  building 
land  fully  laid  out  lying  for  many  years  awaiting  the 
building  lessees  who  never  put  in  an  appearance.  In 
those  circumstances  it  was  not  safe  to  assume  that  the 
gross  cost  of  the  land  to  the  speculator,  plus  the  risk  and 
cost  of  developing  it,  could  always  be  taken  as  the 
minimum  value.  The  value  of  the  land,  after  all,  as 
Mr.  Loban  had  said  before,  was  what  it  would  fetch  and 
not  what  it  cost. 

The  question  of  the  gradual  deterioration  of  the 
building  was  interestingly  dealt  with,  but  when  Mr. 
Loban  pointed  out  that  an  owner  could  not  afford  every 
ten  or  twenty  years  to  scrap  his  property  because  it  was 
not  quite  up  to  date,  there  was  one  development  of 
property  which  he  would  just  like  to  mention  in  supple- 
ment of  his  remarks,  and  that  was  the  conversion  of 
private  houses  into  shops.  There  they  had  an  illustration 
of  the  way  in  which  a  building  without  serious  sacrifice 
to  structural  value  might  be  converted  to  a  higher  use, 
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and  in  that  way  utilise  the  growing  value  of  the  land 
for  business  purposes  in  a  way  that  the  unaltered  struc- 
ture never  could,  and  that  gave  rise  to  an  interesting 
problem  of  value. 

The  value  of  a  site  as  a  shop,  and  the  value  of  a  site 
as  a  private  house  in  the  same  locality,  generally  bore 
a  constant  relation  one  to  the  other;  yet  could  it  be  said 
that  when  a  private  house  was  converted  into  a  shop  in 
the  locality,  the  value  had  gone  up,  say,  from  7s.  a  foot 
frontage  to  15s.  ?  Obviously  values  did  not  move  so 
rapidly  as  that,  and  the  fact  was  the  value  of  the  site 
had  been  steadily  growing,  but  the  growth  of  value  had 
been  "  damped  down,"  to  use  Mr.  Loban's  phrase,  until 
the  right  point  came  when  it  paid  the  owner  to  put  in  a 
shop  front  and  reap  the  full  advantage  of  the  increased 
site  value. 

The  value  of  a  structure  might  also  increase  beyond 
its  original  cost  apart  from  the  question  of  consolidation 
and  drying  out.  Take,  for  instance,  the  case  of  a  building 
erected  at  a  time  when  prices  of  materials  were  low, 
and  where  immediately  after  it  was  erected  prices  of 
materials  went  up  and  the  wages  of  labour  increased. 
In  those  circumstances  the  value  of  that  building  was 
greater  than  the  actual  sum  expended  to  produce  it,  for 
the  simple  reason  that  if  one  had  to  reproduce  it  under 
the  altered  conditions  it  would  actually  cost  more. 

He  (the  speaker)  thought  that  he  had  said  enough 
to  evince  his  great  interest  in  the  Paper.  He  did  not 
wish  to  stand  between  the  Meeting  and  its  fuller 
discussion  by  taking  up  more  time,  but  he  could  not 
close  without  reverting  once  more  to  the  high  apprecia- 
tion which  it  seemed  to  him  the  Paper  ought  to  receive 
for  the  amount  of  study  which  in  the  intervals  of  a 
very  busy  life  Mr.  Loban  had  brought  to  bear  on  the 
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subject,  and  for  the  excellent  way  in  which  with  brevity 
and  polish  he  had  prepared  his  Paper,  and  for  the 
admirable  manner  in  which  he  had  brought  it  to  their 
minds  by  his  excellent  delivery. 

Mr.  J.  G.  HEAD  (Fellow)  said  he  was  proud  to  have 
the  privilege  of  seconding  the  vote  of  thanks  to 
Mr.  Loban  for  his  excellent  Paper,  and  he  knew  that  he 
should  carry  the  Meeting  with  him.  He  was  sure  all 
had  admired  the  analytical  skill  with  which  the  economic 
side  of  the  question  had  been  treated  both  in  the  Paper 
and  in  the  graphs  which  were  before  them.  Like 
Mr.  Harper,  he  thought  he  should  be  able  better  to  say 
something  about  them  when  he  had  had  an  opportunity 
of  examining  them,  but  the  Paper  contained  very  many 
points  of  practical  interest,  and  to  those  he  would  confine 
his  remarks.  One  of  the  most  obvious,  but  at  the  same 
time  most  useful,  was  the  warning  which  their  lecturer 
had  given  to  the  inexperienced  against  confounding  the 
use  of  the  tables  with  the  art  of  valuing,  for,  as  he  had 
pointed  out,  the  valuer  who  simply  took  every  leasehold 
house  on  a  table  which  he  understood  applied  to  lease- 
holds would  be  a  danger  to  himself,  to  his  client,  and 
to  The  Institution. 

They  would  thoroughly  agree  with  that  warning,  but 
he  (the  speaker)  was  not  quite  sure  that  they  would  all 
go  as  far  as  Mr.  Loban  in  consigning  the  tables  and  the 
rate  per  cent,  to  the  limbo  of  the  unpractical.  He  read, 
for  instance,  that  "rates  per  cent,  and  the  years' 
"  purchase  were  simply  convenient  categories  or  pigeon- 
"  holes  into  which  results  might  be  thrust  for  future 
"  reference."  Again,  "  so  far  as  a  value  was  established 
"  by  the  custom  of  dealing,  the  tables  had  nothing 
"  to  do  with  it."  He  would  like  to  say  a  word  or  two 
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in  defence  of  the  tables  and  of  the  rate  per  cent.,  because 
if  by  the  words  quoted  it  were  intended  to  indicate  that 
there  was  any  basis  for  fixing  a  value  other  than  the 
rate  per  cent,  which  the  income  would  pay  upon  the 
capital  invested,  he  thought  the  remarks  were  unsound. 
Land  and  real  estate  were  just  the  same  as  any  other 
investment,  and  were  subject  to  the  same  rules.  Every 
investment  therein  would  be  compared  with  the  perfect 
security  of  which  Mr.  Loban  had  spoken,  the  qualities  of 
which,  as  applied  to  real  property,  were  security  of 
capital,  security  of  income,  and  absence  of  trouble  in  the 
management.  Every  investor  looked  to  those  points 
when  considering  an  investment,  whether  it  were  in 
stocks  or  shares  or  in  real  property,  and  that  was  the 
actual  test  to  which  an  investment  was  put  when  it  was 
considered  by  the  purchasing  public. 

Mr.  Loban  stated  that  the  dealers  determined  the 
market  price,  but  that  was  hardly  the  case.  The 
dealer,  of  course,  knew  the  market  price,  but  by  the 
nature  of  his  profession  he  had  to  buy  below  that 
price  in  order  to  sell  again  at  a  profit.  It  would  be 
more  correct  to  say  that  the  market  price  was  fixed  by 
the  purchasing  public,  and  he  submitted  that  they  were 
influenced  almost  entirely  by  the  rate  per  cent,  which 
they  could  obtain,  the  market  price  varying  just  in 
proportion  as  the  security  approached  or  departed  from 
the  qualifications  of  the  perfect  security  that  he  had 
mentioned.  Take  as  a  concrete  instance  the  case  of  an 
investor  considering  through  his  valuer  the  purchase  of 
a  house.  He  would  take  the  rents  arising  from  the 
property,  deduct  the  outgoings,  and  allow  for  con- 
tingencies. Having  obtained  a  net  rent  he  would 
consider  what  rate  per  cent,  a  property  with  such 
advantages  or  disadvantages  should  command,  and  then, 
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and  not  until  then,  he  would  apply  the  appropriate 
table.  Property  purchased  for  occupation  was  perhaps 
a  little  different,  and  frequently  the  price  paid  would 
seem  to  upset  their  ideas  as  to  the  rate  per  cent, 
which  such  a  security  should  command ;  it  might 
appear  at  first  sight  as  if  the  purchaser  were  guided  by 
some  consideration  other  than  the  income  derivable  from 
the  property  bought,  but  when  they  looked  into  it  he 
thought  they  would  find  that  was  not  so.  They  would 
notice,  particularly  with  regard  to  new  houses,  that  the 
novelty  and  freshness  were  attractions,  the  buyer  having 
his  inclination  at  once  enlisted  by  their  presence.  Then 
again,  he  would  be  his  own  tenant,  and  since  he  could 
not  lose  his  own  rent  there  was  a  risk  removed  in  that 
direction,  and  the  security  was  improved.  Consequently 
he  was  content  with  a  smaller  return  for  his  outlay,  and 
the  price  went  up  accordingly ;  obviously,  therefore,  he 
also  was  influenced  by  the  rate  per  cent,  obtainable. 

He  (the  speaker)  admitted,  of  course,  that  such  a 
process  was  not  always  gone  through  in  detail,  because 
previous  valuations  on  the  part  of  the  particular  surveyor 
might  have  enabled  him  to  fix  a  point  beyond  which  he 
need  not  go  in  his  calculations,  or  to  establish  a  standard 
of  comparison  which  would  enable  him  to  make  the 
valuation  without  any  calculation  other  than  that  of 
comparing  the  property  with  one  that  he  had  already 
valued.  Nevertheless  the  process  had  been  gone  through 
at  some  time,  and  therefore,  in  effect,  it  was  gone  through 
every  time.  The  valuer's  task  was  to  assess  with  regard 
to  each  particular  property  how  near  that  property 
came  to  the  typical  one,  and  to  make  an  appropriate 
allowance. 

He  felt  that  in  every  case  interest  on  capital  was  the 
actual  basis  upon  which  value  was  reckoned,  that  it 
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was  the  ultimate  consideration  which  determined  the 
market  price,  and  that  no  other  basis  of  calculation 
was  possible.  They  would  not  be  surprised  after  that 
to  hear  him  say  that  he  did  not  agree  with  the  remarks 
of  the  reader  of  the  Paper  as  to  the  non-usefulness  of 
the  dual  table. 

He  might  say  personally  he  had  it  constantly  in  use. 
If  a  client  wished  to  know  what  income  a  property 
would  yield  him,  it  was  misleading  to  tell  him  that  it 
would  pay  him  8  per  cent,  if  they  knew  that  such  a 
result  could  be  obtained  only  by  reinvesting  the  sinking 
fund  at  8  per  cent. ;  the  dual  table  must  be  used  showing 
him  what  net  rate  he  would  receive  after  deducting  a 
sinking  fund  which  should  be  invested  at  a  reasonable 
figure. 

He  was  quite  sure  that  others  would  speak  upon  this 
point,  and  therefore  with  those  few  remarks  he  heartily 
seconded  the  vote  of  thanks  to  Mr.  Loban  for  his 
excellent  Paper. 

Mr.  RICHARD  PARRY  (Fellow)  said  that  he  was  agree- 
ably surprised  when  he  received  a  notice  stating  that  a 
Paper  was  about  to  be  read  by  a  Member  of  The  Institu- 
tion on  the  principles  of  valuation.  He  had  for  many 
years  searched  for  a  book  dealing  with  the  real  principles 
upon  which  valuations  for  various  purposes  should  be 
based,  and  had  not  found  one.  He  did  not  wish  to  pose 
as  a  valuer  of  the  experience  of  many  of  the  gentlemen 
in  the  room,  but  he  had  at  least  learned  that  the  formu- 
lation of  principles  must  be  the  work  of  more  than  one 
man.  He  had  come  to  the  conclusion  that  the  only 
place  in  which  the  true  principles  were  ever  likely  to  be 
established  was  the  hall  of  The  Institution.  He  appre- 
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elated  Mr.  Loban's  Paper  particularly,  because  it  dealt 
with  some  principles,  and  he  had  been  extremely 
interested  in  hearing  the  Paper  read.  He  thought 
Mr.  Loban  had  exhibited  great  pluck  in  writing  a  Paper 
dealing  with  the  subject.  When  a  young  valuer  came 
in  contact  with  an  old  one  the  younger  generally  got  the 
worst  of  any  attempted  argument,  because  the  elder 
would  know  by  some  kind  of  instinct  what  the  property 
was  worth,  although  he  might  not  be  able  to  analyse  his 
result  so  as  to  show  how  he  arrived  at  his  figure,  and 
the  younger  man  in  such  case  had  to  give  way,  because 
his  experience  was  likely  to  be  less  than  that  of  the 
older  man. 

He  considered  that  valuers  must  learn  their  subject 
by  studying  principles  and  methods  as  well  as  by  ex- 
perience. It  was  not  sufficient  for  them  to  wait  until 
they  were  old  so  as  to  gain  their  knowledge  by  experience 
only.  They  must  have  something  in  writing  to  read,  or 
go  to  somebody  to  be  taught.  If  in  Papers  read  before 
The  Institution  some  of  the  principles  of  valuation 
could  be  laid  down  a  great  deal  of  good  would  be  the 
result. 

He  had,  however,  one  or  two  criticisms  to  make  on 
the  Paper.  In  the  first  place  it  contained  no  definition 
of  the  word  "  value,"  and  it  seemed  reasonable  to  expect 
that  a  Paper  dealing  with  principles  should  contain  in  it 
some  indication  of  what  was  meant  by  the  term  "  value." 
That  word  was  always  used  by  a  surveyor  to  denote  a 
money  figure  relating  to  a  property,  and  that  money 
figure  represented  the  value  of  the  property  for  a  par- 
ticular purpose.  In  making  valuations  for  various 
purposes  the  figure  would  not  always  be  the  same.  He 
did  not  think  that  a  valuer  would  of  necessity  put  the 
same  price  on  a  property  for  each  of  the  following 
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cases  :  (A)  The  total  value  under  the  Finance  Act ; 
(B)  the  value  for  mortgage  purposes;  (c)  the  value  to 
an  owner  who,  in  straitened  circumstances,  found  that 
he  must  sell  his  property  ;  or  (D)  the  value  to  an  owner 
whose  property  was  about  to  be  taken  under  the  Lands 
Clauses  Acts. 

He  considered  that  the  way  in  which  Mr.  Loban 
split  up  the  value  of  a  property  into  various  parts  was 
very  instructive,  and  the  diagrams  most  interesting, 
although  they  would  require  careful  study  really  to 
appreciate  them. 

The  other  point  upon  which  he  wished  to  criticise 
the  Paper  was  that  of  Mr.  Loban's  condemnation  of  the 
use  of  valuation  tables  worked  out  on  the  dual  rate  per 
cent,  method.  In  the  Paper  it  was  admitted  that  an 
important  use  of  valuation  tables  was  the  help  they  gave 
to  a  valuer  in  comparing  the  value  of  one  property  with 
that  of  another.  The  tables  were,  as  everyone  knew, 
used  for  determining  the  value  of  a  property  producing 
an  income  for  a  definite  period.  By  means  of  tables  a 
capital  value  could  be  assigned  to  a  given  net  income,  or 
an  appropriate  income  could  be  assigned  to  a  given 
capital  value,  when  a  rate  per  cent,  had  been  determined 
upon  according  to  the  class  of  investment  and  the  term 
of  the  income  was  known.  This  part  of  a  valuer's  work 
could  not  be  done  without  tables.  Mr.  Loban  advocated 
the  use  of  the  old-fashioned  tables  of  compound  interest, 
according  to  which  it  was  assumed  that  a  sinking  fund 
could  always  be  invested  at  the  same  rate  per  cent,  as 
that  at  which  interest  was  expected  on  capital. 

He  also  stated  that  "  It  is  not  so  certain  that  reinvest- 
"  ment  at  very  high  rates  per  cent,  does  not  actually  take 
"  place."  If  the  principle  involved  in  that  statement  were 
correct  valuers  should  discard  Inwood's  tables  and  adopt 


460  The  Surveyors'  Institution. 

Lieut. -Colonel  Oakes' tables  of  compound  interest,  which 
gave  the  years'  purchase  on  that  principle  for  every 
J.  per  cent,  from  f  per  cent,  up  to  10  per  cent.  In  wood's 
tables,  however,  were  undoubtedly  used  in  practice  by 
the  valuer,  because  they  contained,  for  a  fair  number  of 
cases,  the  figures  representing  years'  purchase  worked 
out  on  the  dual  rate  principle.  He  considered  that  it 
was  only  possible  to  compare  the  value  of  one  class  of 
investment  with  another  (when  each  was  of  limited 
duration)  by  adopting  the  dual  rate  method,  because  the 
investor  would  always  want  to  know  what  rate  of 
interest  he  would  get  on  his  capital,  and  the  true  rate 
could  not  be  determined  by  the  old  tables  of  compound 
interest. 

The  values  of  investments  other  than  land  and  house 
property  were  determined  upon  a  rate  per  cent,  basis. 
If  the  income  were  permanent  the  need  for  the  use  of 
tables  did  not  arise,  for  example,  in  the  case  of  consols, 
railway  stock,  &c. ;  but  if  the  income  were  receivable 
for  a  limited  period,  as  in  the  case  of  an  investment  in 
a  mine  (which  must  eventually  be  worked  out)  the 
investor  would  require  his  capital  returned  at  the  end 
of  the  life  of  the  mine.  Mining  valuers  had,  of  course, 
realised  this  fact. 

They  had  to  deal  with  rates  of  interest  expected  on 
capital  very  much  higher  than  those  obtainable  from 
ordinary  properties,  and  consequently  an  error  in  a  value 
made  on  the  old  compound  interest  table  was  in  the  case 
of  a  mine  very  much  greater  than  it  would  be  in  the 
valuation  of  a  leasehold  property,  as  in  the  latter  case 
the  interest  expected  on  capital  would  be  much  nearer 
that  at  which  an  annual  sinking  fund  could  be 
reinvested. 

This  was  proved  by  the   fact  that  mining   valuers 
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could  not  even  use  Inwood's  tables,  because  they  did  not 
include  the  figures  of  years'  purchase  worked  out  on  the 
dual  rate  principle  for  higher  rates  of  interest  on  capital 
than  10  per  cent.  They  used  Hoskold's  tables,  which 
were  all  based  upon  the  dual  rate  principle  and  gave  the 
years'  purchase  at  rates  varying  from  3J  per  cent,  to 
25  per  cent,  for  interest  on  capital,  and  from  2J  percent, 
to  4  per  cent,  for  redemption  of  capital. 

The  fact  that  mining  valuers  had  realised  that  a 
valuation  of  an  income  receivable  for  a  limited  period 
must  be  made  by  allowing  for  redemption  of  capital  at  a 
rate  per  cent,  at  which  it  was  possible  to  redeem  it,  in 
order  that  such  valuation  should  show  a  given  rate  per 
cent,  on  capital,  supported  his  contention  that  the  dual 
rate  principle  was  no  fallacy,  and  that  it  was  the  only 
proper  one  for  the  surveyor  to  adopt. 


Mr.  R.  W.  HARPER  (Associate)  said,  as  one  who  came 
there  that  evening  to  sit  at  the  feet  of  the  Gamaliels 
who  taught  there,  he  must  confess  that  when  he  saw  the 
charts,  and  when  he  took  up  the  Paper  and  glanced 
hastily  over  it  before  their  friend  Mr.  Loban  commenced 
to  address  them,  he  was  perfectly  astounded  at  the 
amount  of  misery  which  he  (the  speaker)  must  have 
caused  to  many  Members  of  their  Society  in  his  time 
upon  the  brief  occasions  when  he  had  had  an  opportunity 
of  speaking  to  them  across  the  table. 

He  had  put  questions  to  them  which  must  have  led 
to  a  mixing  up  .of  ordinates  and  horizontals  which  must 
have  put  them  to  a  degree  of  mental  torture  to  which 
their  smiling  features  (and  he  saw  some  before  him 
then)  never  gave  the  slightest  cue  !  Seriously,  it  did 
seem  to  him  rather  like  going  back  to  one's  under- 
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graduate  days  to  find  that  an  attempt  should  be  made  to 
reduce  valuing,  and  the  principles  upon  which  valuing 
should  be  based,  to  what  he  might  term  an  exact 
science. 

He  could  understand  the  necessity  for  the  student 
to  undergo  a  course  of  rigid  training  and  mental 
discipline  such  as  was  involved  in  the  rules  laid  down  in 
the  Paper,  but  that  he  should  in  actual  practice  attempt 
to  put  those  rules  into  exercise  appeared  to  him  incon- 
ceivable ;  and  he  was,  therefore,  certainly  relieved  to 
find  that  Mr.  Head,  for  one,  had  not  gone  through  that 
process  in  the  evidence  that  he  had  given  in  the  witness 
box,  but  that  he  had  adopted  some  of  those  short  cuts 
which  he  (the  speaker)  thought  had  by  common  consent 
almost  become  classical.  He  was  glad  to  think  that 
while  he  recognised  that  the  principles  laid  down  by 
Mr.  Loban  might  be  perfectly  sound  and  right,  yet  after 
all  there  were  persons  strong  enough  not  to  put  them  into 
practice.  He  remembered  what  was  said  to  him  in  his 
undergraduate  days,  when  he  went  to  his  coach,  and 
said  that  he  found  curve-tracing  difficult.  Mr.  Routh 
looked  at  what  he  had,  turned  it  over,  and  said  it 
was  very  pretty,  but  that  life  was  not  long  enough  to 
deal  with  it.  That  was  what  seemed  to  him  the  diffi- 
culty of  dealing  with  valuations  as  an  exact  science. 
He  was  inclined  to  think  that  the  valuer  who  drew  upon 
his  experience  as  to  the  character  of  the  property  was 
most  likely  to  be  correct. 

He  (the  speaker)  had  seen  an  Ex-President  of  The 
Institution,  bearing  a  very  much  honoured  name,  tap  his 
forehead  when  asked,  "  Where  did  you  get  that  from  ? " 
Everybody  knew  his  experience;  everybody  knew  his 
integrity  ;  and  one  could  not  get  away  from  his  figures 
backed  up  in  that  manner.  Therefore,  he  thought  it 
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was  better  to  rely  upon  a  man's  own  knowledge  of  his 
subject  than  upon  any  artificial  means  such  as  that 
suggested.  He  spoke  with  all  due  respect. 

He  confessed  that  it  seemed  to  him  almost  impossible 
thoroughly  to  apply  the  rules  set  out  by  Mr.  Loban 
until  either  the  millenium  came  or  the  Finance  (1909-10) 
Act,  1910,  had  been  in  operation  for  some  fifty  years  and 
a  record  of  values  had  been  collected  which  would  enable 
those  curves  to  be  plotted  out.  He  feared,  however, 
that  it  would  not  then  interest  many  of  those  present 
that  evening. 

At  the  present  moment  it  seemed  to  him  very 
much  like  it  was  when  some  time  back  they  had 
had  a  Paper  on  "The  Conservation  of  our  Water 
"  Resources,"  where  the  author  advocated  gaugings 
being  taken  out  all  over  the  country  in  order  that  water 
supplies  might  be  allotted  to  the  people  fairly  entitled  to 
them.  The  difficulty  was  that  long  before  any  of  those 
gaugings  could  be  of  practical  importance  the  subject 
would  have  ceased  to  be  of  any  importance  at  all, 
because  every  source  of  supply  would  have  been  taken 
in  hand  by  some  authoritative  body  or  other  and  utilised, 
so  that  they  would  still  have  to  disturb  existing  con- 
ditions to  alter  it  in  any  shape  or  form. 

When  they  were  speaking  of  the  case  where  the  value 
of  the  land  uncovered  might  be  greater  than  that  of  the 
land  with  buildings  upon  it,  it  appeared  to  him  that  they 
were  starting  very  much  on  the  lines  of  the  case  under 
the  Finance  Act  which  was  recently  before  the  Scotch 
Courts,  where  serious  arguments  were  put  forward  by 
the  Inland  Revenue  that  it  was  possible  for  the  site 
value  of  the  land  to  be  a  minus  quantity.  The  Scotch 
Courts  had  not  confirmed  that  view.  He  confessed 
himself  that  he  did  not  understand  a  minus  value,  and 
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seriously  he  hoped  they  never  would  have  to  try  to 
understand  it,  because  it  was  beyond  human  conception, 
and  could  only  mean  that  the  ownership  of  land  was  a 
burden. 

It  was  always  a  pleasure  to  him  to  be  present  at 
Meetings  of  The  Institution,  and  he  had  heard  very 
many  different  views  expressed,  but  he  had  never  yet 
heard  any  man  start  upon  or  use  any  such  principle  as 
was  laid  down  in  the  Paper.  It  appeared  to  him  to  be 
unsound  to  separate  things.  What  they  had  to  value  was 
the  actual  property  in  the  market.  If,  for  instance,  it 
was  a  piece  of  land,  it  was  not  the  land  cleared  from  all 
incumbrances  that  was  in  the  market,,  but  it  comprised 
whatever  buildings  were  upon  the  land.  The  man  who 
took  it  had  to  clear  it  if  he  wanted  to  put  it  to  another 
use. 

There  would  somewhere  or  other  be  found  a  person 
who  would  pay  so  much  cash  for  the  property,  and 
when  they  had  found  the  person  who  would  pay  the 
largest  sum  they  had  the  market  value  of  that  property. 
That  was  the  value  they  sought,  and  to  say  that  they 
had  to  go  back,  in  estimating  the  value  of  that  land,  to 
what  a  dealer  would  give  for  it,  appeared  to  him  to  be 
degrading  the  valuer  to  the  level  of  the  man  whom 
people  were  rude  enough  to  say  formed  part  of  the 
ring  operating  in  the  property  market.  The  standard 
by  which  the  property  was  to  be  valued  was  rather  that 
of  the  outsider  who  came  in  with  the  legitimate  demand, 
not  intending  to  sell  straight  away  to  somebody  else,  but 
intending  to  deal  with  the  property,  to  use  it  for  some 
purpose  of  his  own,  and  so  help  forward  the  develop- 
ment of  the  district. 

While  he  had  said  that  he  hoped  that  nobody  would 
think  he  did  not  highly  value  the  Paper  which  had  been 
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read  that  night,  and  that  lie  did  not  recognise  most 
fully  the  industry  which  had  tempted  anybody  into  such 
a,  region.  He  envied  the  skill  with  which  the  lecturer 
could  evade  difficulties,  and  the  charming  manner  in 
which. he  had  deduced  for  them  upon  paper,  documents 
which  he  felt  sure,  as  he  had  said,  when  the  valuer  of 
fifty  years  hence  came  to  deal  with  the  matter,  might 
pehaps  be  employed  with  great  advantage  ;  which  might 
lay  down  the  principles  of  a  new  science,  entirely 
cutting  out  the  crude  notions  about  land  values  upon 
which  they  had  been  acting  for  so  many  years. 

Mr.  CUTHBERT  J.  LAKE  (Fellow)  said  that  the  subject 
of  the  Paper  that  evening  was  of  such  varied  interest, 
and  had  been  dealt  with  so  ably  by  Mr.  Loban,  that  he 
submitted  it  was  a  matter  that  should  be  discussed  at  a 
future  Meeting,  and  with  their  permission,  he  begged  to 
move  the  adjournment. 

The  CHAIRMAN  said  lie  quite  agreed  as  to  the 
advisability  of  allotting  another  evening  to  the  discussion 
of  so  important  a  subject,  and  they  would  therefore 
accept  Mr.  Lake's  proposal,  but  before  they  parted  that 
night  he  should  like  to  put  the  vote  of  thanks  proposed 
by  Mr.  E.  J.  Harper,  and  seconded  by  Mr.  Head,  to 
Mr.  Loban  for  his  admirable  Paper,  which  they  all  would 
be  very  interested  in  reading  again. 

The  vote  of  thanks  having  been  put  to  the  Meeting, 
and  carried  unanimously, 

Mr.  LOBAN  said  that  as  he  understood  that  at  a  later 
date  he  was  to  have  an  opportunity  of  replying  or 
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endeavouring  to  raise  a  shield  against  some  of  the  lances 
and  shafts  which  had  been  directed  against  him,  not 
merely  from  members  of  his  own  profession  but  from 
gentlemen  of  the  law,  he  would  not  detain  the  Meeting 
then,  but  he  wished  very  heartily  to  thank  them  all 
for  the  kind  and  sympathetic  way  in  which  they  had 
received  his  Paper,  and  he  was  sure  that  he  would  look 
forward  with  as  much  pleasure  as  any  one  in  the  room 
to  the  continued  discussion  upon  it  later. 
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